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(b) Statement of Financial Condition.
(c) -Statement of Income (Loss). .
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(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
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(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
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(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to mcthods of con-
solidation.

X (1) An Oath or Affirmation.
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JAMES G. PIROLLI

CERTIFIED PUBLIC ACCOUNTANT

TEL (215)364-8016 207 BUCK ROAD ¢ SUITE 1C
FAX {2151364-6381 HOLLAND, PENNSYLVANIA 18966

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Medford Financial, Inc.
Marlton, New Jersey

I have audited the accompanying statement of financial condition of Medford Financial, Inc. as
of December 31, 2005, and the related statements of operations, changes in stockholders’ equity,
changes in subordinated borrowings, and cash flows for the year then ended that you are filing
pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. These financial statements
are the responsibility of the Company’s management. My responsibility is to express an opinion
on these financial statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that I plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit .
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. Ibelieve that my audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Medford Financial, Inc. as of December 31, 2005, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

My audit was made for the purpose of forming an opinion on the basic financial statements,
taken as a whole. The information on pages 9 and 10 is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 under the Securities and Exchange Act of 1934. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in my opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

February 21, 2006
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MEDFORD FINANCIAL, INC.

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2005

Cash

Deposit with clearing organization

Receivables from clearing organization

Property and equipment - at cost, less
accumulated depreciation of $34,235

Other assets

ASSETS

$ 36,128
100,000
14,318

7,147
19,284

- $176,877

LIABILITIES AND STOCKHOLDERS’ EQUITY

Liabilities
Accounts payable and accrued expenses
Subordinated borrowings (Note 5)

Stockholders’ equity
Common Stock — authorized, issued and
outstanding, 1,000 shares, $.01 par value
Additional paid in capital
Accumulated deficit

$ 10
149,806
(164.338)

$ 91,399
100,000
191,399

14,522)

$176.877

The accompanying notes are an integral part of this statement.
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MEDFORD FINANCIAL, INC.
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2005

REVENUE
Commissions
Other
Total Revenue

EXPENSES
Officers and employee compensation and benefits
Floorbrokerage, exchanges and clearing fees
Soft dollar expense
Occupancy
Professional fees
Interest
Trading, Quotron and data services
Depreciation
Other
Total Expenses

Net loss

$605,261
221,414
636,591
26,897
24,815
9,250
72,428
4,650
62,495

$1,498,543
3,806
1,502,349

1,.663.801

$_(161,452)

The accompanying notes are an integral part of this statement.
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MEDORD FINANCIAL, INC.

STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2005

Balance, January 1, 2005

Net loss for the year

Balance, December 31, 2005

Additional
Common Paid In
Stock Capital

Accumulated
Earnings
(Deficit) Total

$ 10 § 149,806

$ (2,886) $146,930

(161.452) (161.452)

S___10 5149806

$(164,338) $(14,522)

The accompanying notes are an integral part of this statement.
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MEDFORD FINANCIAL, INC.
STATEMENT OF CHANGES IN SUBORDINATED BORROWINGS
FOR THE YEAR ENDED DECEMBER 31, 2005

Subordinated borrowings at January 1, 2005 $100,000
Issuance (withdrawal) of subordinated notes -

Subordinated borrowings at December 31, 2005 $100,000

The accompanying notes are an integral part of this statement.
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MEDFORD FINANCIAL, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $(161,452)
Adjustments to reconcile net income
to net cash provided by operating activities

Depreciation 4,650
(Increase) decrease in
Receivable from clearing organization 16,164
Other assets (7,871)
Decrease in
Accounts payable and accrued expenses (172.889)
Net cash used in operating activities (321,398)

CASH FLOWS FROM INVESTNG ACTIVITIES

Acquisition of property and equipment _(1.986)
Net cash used in investing activities _(1.986)

Net decrease in cash (323,384)

Cash at beginning of year 359,512
Cash at end of year $_36,128

SUPPLEMENTARY CASH FLOW DISCLOSURES

Interest Paid $__8.368

The accompanying notes are an integral part of this statement.
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MEDFORD FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES

Nature of Operations

Medford Financial, Inc. (“the Company™) is a broker-dealer registered with the Securities
and Exchange Commission (SEC), and a member of the Philadelphia Stock Exchange.

Revenue

Commissions and related clearing expenses were recorded on a trade-date basis as
securities transactions occur.

Income Taxes

The Company has elected to be taxed as an S Corporation under the Internal Revenue
and state income tax codes. Under these provisions, the Company does not pay federal
or state income taxes on its taxable income. The Company’s income or loss is

included in the income tax returns of the stockholders.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amount of revenues
and expenses during the reporting period. Actual results could differ from those
estimates.

NOTE 2 - RELATED PARTY TRANSACTIONS

The Company rents an office condominium unit, which is owned by a limited liability
company whose members own 100% of the outstanding shares of the Company. There is
no formal lease for this arrangement. Rent expense for the year ended December 31,
2005 was $19,149.
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MEDFORD FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2005

NOTE 3 - SOFT DOLLAR ARRANGEMENT

The Company has entered into a soft dollar arrangement with an institution under which
it agreed to pay a specified percentage of qualified commissions. The Company accrues
a soft dollar expense at the time qualifying commissions are earned.

NOTE 4 - CONCENTRATION OF CREDIT RISK

The Company is engaged primarily as an introducing broker (Philadelphia Stock
Exchange) for institutional investors located throughout the United States. In 2005, two
institutions accounted for approximately 90% of the revenue generated by the company.

The Company maintains its cash balances in a financial institution located in Cherry Hill,
New Jersey. The balances are insured by the Federal Deposit Insurance Corporation up
to $100,000.

NOTE 5 - SUBORDINATED DEBT

In 2003, a stockholder loaned $100,000 to the Company under a qualified equity
subordination loan agreement. Repayment of this debt is subordinated to the rights of all
present and future creditors of the Company. This note bears interest at prime plus 4%
reset annually on July 23 and matures in 2006.

The effective rate at December 31, 2005 was 10.25%.
NOTE 6 - NET CAPITAL REQUIREMENTS

The Company is subject to the Uniform Net Capital Rule (Rule 15c3-1) of the Securities
and Exchange Act of 1934 which requires the maintenance of minimum net capital. At
December 31, 2005, the Company’s “aggregate indebtedness” and “net capital” (as
defined) were $91,399 and $59,047, respectively, and its aggregate indebtedness to net
capital ratio was 1.55 to 1.0.

The Company is exempt from both the computation of reserve requirements (Rule
15¢3-3) and the possession or control requirements (Rule 15c¢3-3, Exhibit A)
because it does not carry security accounts for customers or perform custodial
functions relating to customer securities.



MEDFORD FINANCIAL, INC.
SUPPLEMENTARY INFORMATION REQUIRED UNDER RULE 15C3-1
DECEMBER 31, 2005
NET CAPITAL
Total stockholders’ equity $(14,522)
Plus subordinated debt 100,000
Total available capital _85.478
Less nonallowable assets: :
Prepaid expenses 19,284
Property and equipment _7.147
26,431
Net capital before haircuts on securities 59,047
Less haircuts on securities -
Net capital $_59.047
AGGREGATE INDEBTEDNESS
Accounts payable and accrued expenses $_91,399
Total aggregate indebtedness $_91,399
Ratio of aggregate indebtedness to net capital 1.55t01
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital requirement $__5.000
Net capital requirement $__6.093
Excess net capital $_52.954
Excess net capital at 1,000% $_49.907



MEDFORD FINANCIAL, INC.
SUPPLEMENTARY INFORMATION REQUIRED UNDER RULE 15C3-1
DECEMBER 31, 2005

RECONCILIATION WITH COMPANY’S COMPUTATION
(Included in Part II of Form X-17A-5 as of December 31, 2005)

Net capital as reported in Company’s Form X-17A-5,

Part II (unaudited) $_59.047
Net capital per this report $_59,047

NOTE: The Company is not subject to Rule 15¢3-3(k)(2)(ii) since all customer transactions are
cleared through another broker/dealer on a fully disclosed basis.
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JAMES G. PIROLLI

CERTIFIED PUBLIC ACCOUNTANT

TEL (215)364-8016 207 BUCK ROAD ¢ SUITE 1C
FAX (215)1364-6381 HOLLAND, PENNSYLVANIA 18966

INDENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
STRUCTURE REQUIRED BY SEC RULE 17A-5

Board of Directors
Medford Financial, Inc.
Marlton, New Jersey

In planning and performing my audit of the financial statements of Medford Financial, Inc. (“the
Company”) for the year ended December 31, 2005, I considered its internal control in order to
determine my auditing procedures for the purpose of expressing my opinion on the financial
statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, I have made
a study of the practices and procedures followed by the Company, including tests of such
practices and procedures that I considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of rule
15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, I did not review the following practices and
procedures followed by the Company:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by rule 17a-13.

2. Complying with the requirements for prompt payment for securities under Section 8
of Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

3. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable, but not absolute, assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or. disposition and that transactions are executed in accordance with
management’s authorization and recorded properly to permit preparation of financial statements
in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

-11-



Because of inherent limitations in internal control or the practices and procedures referred to
above, errors or irregularities may nevertheless occur and not be detected. Also, projection of
any evaluation of them to future periods is subject to the risk that they may become inadequate
because of changes in conditions or that the effectiveness of their design and operation may
deteriorate.

My consideration of the internal control structure would not necessarily disclose all matters in
the internal control structure that might be material weaknesses under standards established by
the American Institute of Certified Public Accountants. A material weakness is a condition in
which the design or operation of the specific internal control components does not reduce to a
relatively low level that errors or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, I noted no
matters involving internal control, including control activities for safeguarding securities, that I
consider to be material weaknesses as defined above.

I understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities and Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects indicate a
material inadequacy for such purposes. Based on this understanding and on my study, I believe
that the Company’s practices and procedures were adequate at December 31, 2005, to meet the
SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, and any other regulatory agencies which rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended to
be and should not be used by anyone other than these specified parties.

February 21, 2006 &”@ :
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